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§ 704.5 Investments. 

(a) Policies. A corporate credit union 
must operate according to an invest-
ment policy that is consistent with its 
other risk management policies, in-
cluding, but not limited to, those re-
lated to credit risk management, asset 
and liability management, and liquid-
ity management. The policy must ad-
dress, at a minimum: 

(1) Appropriate tests and criteria for 
evaluating investments and investment 
transactions before purchase; and 

(2) Reasonable and supportable con-
centration limits for limited liquidity 
investments in relation to capital. 

(b) General. All investments must be 
U.S. dollar-denominated and subject to 
the credit policy restrictions set forth 
in § 704.6. 

(c) Authorized activities. A corporate 
credit union may invest in: 

(1) Securities, deposits, and obliga-
tions set forth in Sections 107(7), 107(8), 
and 107(15) of the Federal Credit Union 
Act, 12 U.S.C. 1757(7), 1757(8), and 
1757(15), except as provided in this sec-
tion; 

(2) Deposits in, the sale of federal 
funds to, and debt obligations of cor-
porate credit unions, Section 107(8) in-
stitutions, and state banks, trust com-
panies, and mutual savings banks not 
domiciled in the state in which the cor-
porate credit union does business; 

(3) Corporate CUSOs, as defined in 
and subject to the limitations of 
§ 704.11; 

(4) Marketable debt obligations of 
corporations chartered in the United 
States. This authority does not apply 
to debt obligations that are convertible 
into the stock of the corporation; and 

(5) Domestically-issued asset-backed 
securities. 

(d) Repurchase agreements. A cor-
porate credit union may enter into a 
repurchase agreement provided that: 

(1) The corporate credit union, di-
rectly or through its agent, receives 
written confirmation of the trans-
action, and either takes physical pos-
session or control of the repurchase se-
curities or is recorded as owner of the 
repurchase securities through the Fed-
eral Reserve Book-Entry Securities 
Transfer System; 

(2) The repurchase securities are 
legal investments for that corporate 
credit union; 

(3) The corporate credit union, di-
rectly or through its agent, receives 
daily assessment of the market value 
of the repurchase securities and main-
tains adequate margin that reflects a 
risk assessment of the repurchase secu-
rities and the term of the transaction; 
and 

(4) The corporate credit union has en-
tered into signed contracts with all ap-
proved counterparties and agents, and 
ensures compliance with the contracts. 
Such contracts must address any sup-
plemental terms and conditions nec-
essary to meet the specific require-
ments of this part. Third party ar-
rangements must be supported by tri- 
party contracts in which the repur-
chase securities are priced and reported 
daily and the tri-party agent ensures 
compliance; and 

(e) Securities Lending. A corporate 
credit union may enter into a securi-
ties lending transaction provided that: 

(1) The corporate credit union, di-
rectly or through its agent, receives 
written confirmation of the loan, ob-
tains a first priority security interest 
in the collateral by taking physical 
possession or control of the collateral, 
or is recorded as owner of the collat-
eral through the Federal Reserve Book- 
Entry Securities Transfer System; 

(2) The collateral is a legal invest-
ment for that corporate credit union; 

(3) The corporate credit union, di-
rectly or through its agent, receives 
daily assessment of the market value 
of collateral and maintains adequate 
margin that reflects a risk assessment 
of the collateral and terms of the loan; 
and 

(4) The corporate credit union has en-
tered into signed contracts with all 
agents and, directly or through its 
agent, has executed a written loan and 
security agreement with the borrower. 
The corporate or its agent ensures 
compliance with the agreements. 

(f) Investment companies. A corporate 
credit union may invest in an invest-
ment company registered with the Se-
curities and Exchange Commission 
under the Investment Company Act of 
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1940 (15 U.S.C. 80a), or a collective in-
vestment fund maintained by a na-
tional bank under 12 CFR 9.18 or a mu-
tual savings bank under 12 CFR 550.260, 
provided that the company or fund pro-
spectus restricts the investment port-
folio to investments and investment 
transactions that are permissible for 
that corporate credit union. 

(g) Investment settlement. A corporate 
credit union may only contract for the 
purchase or sale of an investment if the 
transaction is settled on a delivery 
versus payment basis within 60 days for 
mortgage-backed securities, within 30 
days for new issues (other than mort-
gage-backed securities), and within 
three days for all other securities. 

(h) Prohibitions. A corporate credit 
union is prohibited from: 

(1) Purchasing or selling derivatives, 
except for embedded options not re-
quired under GAAP to be accounted for 
separately from the host contract or 
forward sales commitments on loans to 
be purchased by the corporate credit 
union; 

(2) Engaging in trading securities un-
less accounted for on a trade date 
basis; 

(3) Engaging in adjusted trading or 
short sales; 

(4) Purchasing mortgage servicing 
rights, small business related securi-
ties, residual interests in collateralized 
mortgage obligations, residual inter-
ests in real estate mortgage invest-
ment conduits, or residual interests in 
asset-backed securities; 

(5) Purchasing net interest margin 
securities; 

(6) Purchasing collateralized debt ob-
ligations; 

(7) Purchasing private label residen-
tial mortgage-backed securities; 

(8) Purchasing subordinated securi-
ties; and 

(9) Purchasing stripped mortgage- 
backed securities (SMBS), or securities 
that represent interests in SMBS, ex-
cept as described in subparagraphs (i) 
and (iii) below. 

(i) A corporate credit union may in-
vest in exchangeable collateralized 
mortgage obligations (exchangeable 
CMOs) representing beneficial owner-
ship interests in one or more interest- 
only classes of a CMO (IO CMOs) or 

principal-only classes of a CMO (PO 
CMOs), but only if: 

(A) At the time of purchase, the ratio 
of the market price to the remaining 
principal balance is between .8 and 1.2, 
meaning that the discount or premium 
of the market price to par must be less 
than 20 points; 

(B) The offering circular or other of-
ficial information available at the time 
of purchase indicates that the notional 
principal on each underlying IO CMO 
should decline at the same rate as the 
principal on one or more of the under-
lying non-IO CMOs, and that the prin-
cipal on each underlying PO CMO 
should decline at the same rate as the 
principal, or notional principal, on one 
or more of the underlying non-PO 
CMOs; and 

(C) The credit union investment staff 
has the expertise dealing with ex-
changeable CMOs to apply the condi-
tions in paragraphs (h)(5)(i)(A) and (B) 
of this section. 

(ii) A corporate credit union that in-
vests in an exchangeable CMO may ex-
ercise the exchange option only if all of 
the underlying CMOs are permissible 
investments for that credit union. 

(iii) A corporate credit union may ac-
cept an exchangeable CMO rep-
resenting beneficial ownership inter-
ests in one or more IO CMOs or PO 
CMOs as an asset associated with an 
investment repurchase transaction or 
as collateral in a securities lending 
transaction. When the exchangeable 
CMO is associated with one of these 
two transactions, it need not conform 
to the conditions in paragraphs 
(h)(5)(i)(A) or (B) of this section. 

(i) Conflicts of interest. A corporate 
credit union’s officials, employees, and 
immediate family members of such in-
dividuals, may not receive pecuniary 
consideration in connection with the 
making of an investment or deposit by 
the corporate credit union. Employee 
compensation is exempt from this pro-
hibition. All transactions not specifi-
cally prohibited by this paragraph 
must be conducted at arm’s length and 
in the interest of the corporate credit 
union. 

(j) Grandfathering. A corporate credit 
union’s authority to hold an invest-
ment is governed by the regulation in 
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effect at the time of purchase. How-
ever, all grandfathered investments are 
subject to the requirements of §§ 704.8 
and 704.9. 

[75 FR 64839, Oct. 20, 2010] 

§ 704.6 Credit risk management. 

(a) Policies. A corporate credit union 
must operate according to a credit risk 
management policy that is commensu-
rate with the investment risks and ac-
tivities it undertakes. The policy must 
address at a minimum: 

(1) The approval process associated 
with credit limits; 

(2) Due diligence analysis require-
ments; 

(3) Maximum credit limits with each 
obligor and transaction counterparty, 
set as a percentage of capital. In addi-
tion to addressing deposits and securi-
ties, limits with transaction counter-
parties must address aggregate expo-
sures of all transactions including, but 
not limited to, repurchase agreements, 
securities lending, and forward settle-
ment of purchases or sales of invest-
ments; and 

(4) Concentrations of credit risk (e.g., 
originator of receivables, servicer of re-
ceivables, insurer, industry type, sec-
tor type, geographic, collateral type, 
and tranche priority). 

(b) Exemption. The limitations and re-
quirements of this section do not apply 
to certain assets, whether or not con-
sidered investments under this part, in-
cluding fixed assets, individual loans 
and loan participation interests, in-
vestments in CUSOs, investments that 
are issued or fully guaranteed as to 
principal and interest by the U.S. gov-
ernment or its agencies or its spon-
sored enterprises (but not exempting, 
for purposes of paragraph (d) of this 
section, mortgage backed securities), 
investments that are fully insured or 
guaranteed (including accumulated 
dividends and interest) by the NCUSIF 
or the Federal Deposit Insurance Cor-
poration, and settlement funds in fed-
erally insured depository institutions. 

(c) Issuer concentration limits—(1) Gen-
eral rule. The aggregate of all invest-
ments in any single obligor is limited 
to 25 percent of capital or $5 million, 
whichever is greater. 

(2) Exceptions. 

(i) Investments in one obligor where 
the remaining maturity of all obliga-
tions is less than 30 days are limited to 
50 percent of capital; 

(ii) Investments in credit card master 
trust asset-backed securities are lim-
ited to 50 percent of capital in any sin-
gle obligor; 

(iii) Aggregate investments in repur-
chase and securities lending agree-
ments with any one counterparty are 
limited to 200 percent of capital; 

(iv) Investments in non-money mar-
ket registered investment companies 
are limited to of 50 percent of capital 
in any single obligor; 

(v) Investments in money market 
registered investment companies are 
limited to 100 percent of capital in any 
single obligor; and 

(vi) Investments in corporate CUSOs 
are subject to the limitations of 
§ 704.11. 

(3) For purposes of measurement, 
each new credit transaction must be 
evaluated in terms of the corporate 
credit union’s capital at the time of 
the transaction. An investment that 
fails a requirement of this section be-
cause of a subsequent reduction in cap-
ital will be deemed non-conforming. A 
corporate credit union is required to 
exercise reasonable efforts to bring 
nonconforming investments into con-
formity within 90 calendar days. In-
vestments that remain nonconforming 
for 90 calendar days will be deemed to 
fail a requirement of this section and 
the corporate credit union will have to 
comply with § 704.10. 

(d) Sector concentration limits. (1) A 
corporate credit union must establish 
sector limits that do not exceed the 
following maximums: 

(i) Mortgage-backed securities (Inclu-
sive of commercial mortgage-backed 
securities)—the lower of 1000 percent of 
capital or 50 percent of assets; 

(ii) Commercial mortgage-backed se-
curities—the lower of 300 percent of 
capital or 15 percent of assets; 

(iii) FFELP student loan asset- 
backed securities—the lower of 1000 
percent of capital or 50 percent of as-
sets; 

(iv) Private student loan asset- 
backed securities—the lower of 500 per-
cent of capital or 25 percent of assets; 
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